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Address by J. van de Kieft, Netherlands Minister of Finance, Chairman of the Board of Governors of 
the International Bank, at the Joint Meeting of the Boards of Governors of the 
International Bank and the Fund 


It is a great privilege for me to preside at this Ninth 
Annual Meeting of the Boards of Governors of the Inter- 
national Monetary Fund and the International Bank for 
Reconstruction and Development. Especially so, as this 
meeting gives us the opportunity of commemorating the 
day on which, ten years ago, the representatives of forty- 
four nations, still involved in a most tragic war, came 
together at Bretton Woods and created our two institu- 
tions, both dedicated to the works of peace and to the 
closest cooperation between nations in the field of inter- 
national finance. 

It is a happy coincidence that this meeting should 
take place in the same country that acted as a host 
to the founding fathers. I wish to express our apprecia- 
tion for the hospitality the Government of the United 
States of America is again extending to us all. 

I also wish, in my own name and on behalf of my 
colleague Dr. Holtrop, to welcome my fellow Governors, 
Alternate Governors, advisors, representatives of other 
international organizations, and guests, who have come 
to participate in this conference. In particular, | want 
to extend my greetings to the representatives of Indonesia 
and Israel, the two countries which have joined the Fund 
and the Bank since our last meeting. 

Having arrived, as we now have, at an important mile- 
stone on a long and difficult road, one feels inclined to 
pause a moment and to reflect on what we set out to do, 
on what has been accomplished, and on what tasks still 
lie ahead for the near future. 

Looking back on the years behind us, I know that I am 
speaking on behalf of all of you, when I first of all honor 
the men who were willing to take upon themselves the 
heavy responsibility of guiding the first steps of the 
Bretton Woods twins: Camille Gutt, who as Managing 
Director led the Fund during the first six years of its 
existence, and Eugene Meyer and John McCloy, the first 
two Presidents of the Bank. Their tasks were particularly 
difficult, but aided by an able and devoted staff they suc- 
ceeded in establishing our two institutions as going con- 
cerns. 

In comparing the achievements of Bank and Fund, it 
has become commonplace to stress the early achieve- 
ments of the International Bank and thereby, indirectly, 





to underestimate the accomplishments of the Internation- 
al Monetary Fund. I think that those who feel inclined to 
compare our two institutions in this way are apt to 
forget that by their Articles of Agreement Bank and Fund 
were given very different tasks to perform and that only 
the Bank was fortunate enough to be assigned a very 
active role in the reconstruction period that was to 
follow the devastation caused by the World War. 

As both its name and the first of its Articles of Agree- 
ment indicate, the International Bank had the purpose 
to help in the restoration of economies destroyed or dis- 
rupted by war. This task it set out to do from the 
beginning. 

The earlier loans of the Bank, totaling nearly $500 
million, given to a number of European countries that 
had particularly suffered from the consequences of war 
and occupation, had fully the character of reconstruc- 
tion loans. They made a substantial contribution to re- 
storing the economy of Western Europe to its present 
healthy and active condition. 

It was only in the year 1949 that the Bank entered, 
to any appreciable extent, into the second phase of its 
activities, the granting of development loans. Since that 
year, an impressive program has been carried out, lead- 
ing to a total of loans of no less than $1,400 million, 
almost equally spread over all the continents of the 
world. Latin America, Europe, Asia, Australia, and 
Africa have all shared in the beneficial activities of the 
Bank, and one can hardly be surprised that, where so 
many needs were cared for, appreciation rose high. 

The Bank, however, has not only succeeded in making 
loans; it has also succeeded in following lending poli- 
cies which have resulted in a credit standing of the 
highest order. 

Whilst in the earlier years the funds available to the 
Bank had mainly to come out of the 18 per cent of the 
participation of the United States and out of the funds 
that could be raised in the U.S. bond market, recent 
developments have given an increasingly international 
character to its resources. 

More and more countries have been able to permit 
the use of the 18 per cent of their capital subscription 
payable in local currencies, and in the past year sub- 
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stantial loans were floated on the bond markets of Can- 
ada, of the United Kingdom, of Switzerland, and of the 
Netherlands. 

Thus the Bank has been able to reactivate the flow of 
private capital from countries with a surplus of savings to 
less developed areas in need of investment. This same 
purpose has been served by the Bank’s selling, out of its 
own portfolio, bonds of its borrowers to third parties. 

All in all, there is little doubt that we may feel satis- 
fied with the results the International Bank has so far 
been able to achieve. 

Loans of the Bank are becoming more and more both 
pivots and starters of over-all development plans. This 
comes about, I believe, because every project is studied 
against the background of the development of the coun- 
try and its position in the world as a whole. By making 
loans to stimulate production and over-all economic 
activity in the recipient country, the Bank is playing 
its part in fulfilling another of its basic objectives: the 
diversification and the better balancing of world trade. 

On behalf of my fellow Governors and myself, I wish 
to express our admiration for the leadership of Mr. 
Eugene Black during the past five years. We all feel 
happy that he has been willing to accept the presidency 
of our institution for five years more. 

In contrast to the International Bank, the Interna- 
tional Monetary Fund was not meant to play a role in 
solving the financial problems arising out of the devasta- 
tion of the war. As a matter of fact, its Articles of 
Agreement specifically stated that it was not intended 
to provide facilities for relief or reconstruction. 

It is true that in the first year of its operations a 
number of European countries which, as a consequence 
of war conditions, were particularly short of foreign ex- 
change, were yet allowed to draw on the Fund. But 
these drawings came definitely to an end after the initia- 
tion of the Marshall Plan, by which the United States 
so generously relieved the burden which threatened to 
crush the economies of so many countries. 

Rather than providing financial facilities for the post- 
war period, the prime task of the Fund was to lay the 
foundations for an orderly, stable, and multilateral sys- 
tem of payments. How much more difficult has it proven 
to be successful in this task of a mainly educational 
and organizational character than to gain applause by 
allowing an easy access to the Fund’s resources. 

The very first purpose of the Fund, as stated in the 
Articles of Agreement, is “to promote international mone- 
tary cooperation through a permanent institution which 
provides the machinery for consultation and collabora- 
tion on international monetary problems”. This pur- 
pose has been well served. The close consultations be- 
tween the Governors at their Annual Meetings, between 
the Executive Directors in Washington, and between the 
staff and the member countries have proved their use- 
fulness. Equally important is the functioning of the Fund 


“as a centre for the collection and exchange of informa. 
tion on monetary and financial problems”. The Fund has 
in fact become one of the world’s main centres for the 
study of monetary questions. 


Not so easy to gauge is the contribution the Fund has 
been able to make to its second purpose: the expansion 
and balanced growth of international trade. The vast 
expansion of international trade since the war, which 
has led to a volume of trade far in excess of the prewar 
level, has been one of the remarkable features of the post. 
war period. I feel sure that the principle of fixed rates 
of exchange, established by the Articles of Agreement 
of the Fund, has greatly contributed to this splendid 
achievement. 

Also in its third purpose, the promotion of exchange 
stability, the maintenance of orderly exchange arrange- 
ments, and the avoidance of competitive devaluation, the 
Fund has met with a fair measure of success. It is true 
that in several member countries systems of multiple 
rates, which were considered anathema by the founding 
fathers, still prevail. But the Fund has succeeded in 
gradually bringing about some measure of simplification 
in this field. Moreover, the study of conditions in less 
developed countries has resulted in a better understand. 
ing of the function these systems may, under special cir. 
cumstances, perform in the internal economies of the 
countries concerned. 

In the field of par values, the ghost of competitive 
exchange depreciation, which seems to have so badly 
haunted the founding fathers, has so far never troubled 
the Fund and on no occasion has the Fund found it neces- 
sary to discourage devaluations. Deviations from realis- 
tic rates have rather been the other way round. Many 
countries have preferred to protect their balance of pay- 
ments positions by quantitative restrictions, or multiple 
rates, rather than to proceed to outright devaluation. 
Such a policy, as a temporary expedient, may some- 
times be a sound one if there is sufficient reason to expect 
that in the near future it will be possible to maintain the 
existing rate without restrictions. If, on the other hand, 
these methods are used for longer periods, they are harm- 
ful both to the country applying them and to its trade 
partners and hardly less objectionable than competitive 
depreciation. 

It is in the realization of its fourth purpose, the estab- 
lishment of a multilateral system of payments, that the 
Fund, so far, has least been able to achieve positive results. 

The Articles of Agreement do not refer to the role 
of regional arrangements in the achievement of a multi: 
lateral system of payments. This is to be regretted, for 
the experience of the European Payments Union has—l 
think—clearly shown that such an approach to multilat 
eralism was to play a helpful role in conditioning mem 
ber countries for the rigors of convertibility. It seems to 
me that there are lessons in the EPU experience that em- 
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phasize the need for greater flexibility in carrying out the 
terms of the Articles of the Fund. 

A great deal has been done by the Fund in promoting 
the elimination of exchange restrictions. By means of 
their consultations with member countries the staff have 
succeeded in exerting a wholesome influence in this field. 
] feel, however, that they have often been somewhat ham- 
pered by the rather formal character of the distinction 
between exchange restrictions as applied to the field 
of commerce, and trade restrictions as such. A still closer 
collaboration between the Fund and the GATT might, 
perhaps, be helpful in bringing about a greater degree 
of effectual liberalization. 

It is significant that making available the Fund’s re- 
sources to member countries is mentioned in the Articles 
of Agreement only as the last of the Fund’s objectives. 
We therefore ought not to be surprised that, although oc- 
casional drawings—mainly within the member’s gold 
subscription—do take place, no set of rules for more or 
less automatic drawing rights has yet been elaborated. It 
is only when the other purposes of the Fund have been 
more fully realized, and especially when a multilateral 
system of payments has been established, that the time 
will have come to formulate such rules. 

To my mind, the wording of Article I(v) of the Ar- 
ticles of Agreement clearly indicates that the founding 
fathers have not meant access to the Fund’s resources 
to constitute by itself the cure for balance of payments 
difficulties, but that they have looked upon the possibility 
of this access as a means to provide the member countries 
with the time and opportunity to correct with other meth- 
ods the maladjustments in their balance of payments. 

The growing awareness that mistaken internal fiscal 
and monetary policies are the mainspring of balance of 
payments difficulties is, I think, one of the most import- 
ant achievements of the development of monetary thinking 
in the last few years. The Fund has played a significant 
part in the propagation among member countries of this 
old truth that had come to be somewhat obscured by the 
experience of the great depression and by the impatience 
of the reconstruction period. We owe a special tribute 
to Mr. Rooth for having stressed its fundamental signifi- 
cance. No doubt, this principle deserves to be made the 
cornerstone of that policy of stand-by arrangements, 
which Mr. Rooth has so fervently advocated and which 
has lately become one of the promising additions to the 
Fund’s instruments of action. 

Having thus surveyed the past, it is well to set our 
eyes upon the future of our two institutions. I do not 
doubt that this future holds out great possibilities for 
both of them. 

As for the Bank, we have to realize that one of the 
greatest, but also one of the most complicated economic 
problems of our time, is the difference in wealth between 
the richer and the poorer nations. This difference of 
wealth is accentuated by the fact that the level of domestic 
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savings in the poorer countries is by necessity lower than 
in the richer ones, and that consequently the rate of in- 
vestment in these countries tends to lag behind. Before 
the war a constant, though, perhaps, still insufficient, flow 
of private capital from more developed to less developed 
countries helped to allay these differences. Since then a 
number of new economic and political factors have sprung 
into being. Many of them have, by themselves, no doubt 
been of a beneficial nature. But yet, one cannot deny that 
generally they have tended rather to slow down than to 
increase the flow of private capital to the regions that are 
most in need of development. The flow of private capital 
at present is still far below prewar rates of investment. 

There is an increasing realization that this problem 
calls for joint efforts. Countries in need of development 
will have to follow policies conducive to the promotion of 
domestic savings and to the inflow of foreign capital. 
Countries with a potential surplus of savings will have 
to allow the outflow of public and private funds. In all 
this the International Bank will have an important task 
to fulfill. It will have to continue aiding and stimulating 
the less developed countries to follow sound and balanced 
development policies. It will, on the other hand, be able 
to serve as an instrument by which both private and 
public funds, available in the more developed countries, 
can find their way to the place where they can yield the 
greatest benefit. 

In playing this role of intermediary, the Bank carries 
an immense responsibility. The policies, pursued in the 
past, give me the conviction that this responsibility is 
keenly felt by both management and staff. This, I feel, 
will be the best guarantee for the Bank’s continued success. 

In recent years various proposals have been formulated 
to set up new institutions to supplement the work of the 
Bank. There may indeed be scope for a certain expan- 
sion of financial possibilities in the international field, 
but I believe that any new institutions should be con- 
nected closely with the Bank, in order to profit from its 
experience and to avoid duplication of effort. 

For the International Monetary Fund, the period now 
ahead will be of crucial importance. The transitional 
period which, as the founding fathers had foreseen, was 
needed to overcome the dislocation caused by war, is 
now clearly drawing to an end. The impressive economic 
progress made by so many countries, prostrate and ex- 
hausted only nine years ago, bears witness to this fact. 

The recognition of this new situation puts grave issues 
before the Fund. For most of its members are still avail- 
ing themselves of the facilities offered by Article XIV of 
the Agreement, allowing member countries to continue 
or even to extend exchange restrictions. These facilities, 
however, were specifically created for the postwar transi- 
tional period only. Their prolonged continuation would 
imply a negation of the Bretton Woods agreement. Clear- 
ly, both the spirit of the Fund Agreement and the im- 
plementation of the Fund’s purposes make it desirable 
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that many member countries should be found willing to 
renounce the protection offered by Article XIV and place 
themselves under the rulings of Article VIII. Yet it would 
be unrealistic not to recognize that the Articles of Agree- 
ment offer few incentives for individual member countries 
to waive the rights given by Article XIV, or to deny that 
the drafters of Article VIII have too easily ignored the 
risks to which countries, accepting the obligations of this 
Article, expose themselves. 

I understand that the Fund is studying this problem. 
Such a study should have the purpose of finding a way to 
induce as many member countries as possible to accept, 
at an early date, the general obligations of Article VIII, 
thereby making their currencies convertible in the sense 
of the Articles of Agreement. 

The draftsmen of the Fund Agreement have clearly been 
thinking of a world in which convertibility would be the 
rule and inconvertibility the exception. It is for such a 
world that the obligations formulated in Article VIII were 
written. But the actual situation in which we live is very 
different. Inconvertibility is the rule and we cannot expect 
that all member countries now availing themselves of the 


It is a great pleasure to me to present to the Board of 
Governors our ninth Annual Report and to welcome to the 
Annual Meeting our new members, Indonesia and Israel. 
In a quiet but, I hope, an effective way, the Executive 
Board, the management, and the staff of the Fund have 
continued to work during the past year to achieve the 
Fund’s objectives. And in a steady and effective way, I 
am sure, many members of the Fund have also been 
making progress in solving their international financial 
problems. 

The original proposals to establish the International 
Monetary Fund and the International Bank were ac- 
cepted at the Bretton Woods Conference ten years ago. 
At the end of ten years it is useful to look back at what 
has been done and to evaluate what must still be done. The 
Bretton Woods Conference was important not merely be- 
cause it created new institutions. At best, institutions are 
merely tools, the intelligent use of which may help in 
applying effective solutions for our problems. The solu- 
tions themselves must be found in the positive action of 
governments, each dealing first with its own national 
problems, and then jointly dealing with the international 
problems whith are common to them. The most im- 
portant fact about the Bretton Woods Conference was the 
clear recognition of international responsibility for in- 
ternational financial problems. The validity of this con- 
cept has been more and more clearly demonstrated by 
the experience of the Fund in the postwar world. 


Postwar payments problems 


Postwar payments problems are largely to be explained 
in terms of the inability of countries with inadequate 
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Address by Ivar Rooth, Managing Director of the Fund 
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protection given by Article XIV could be found willing 
to abandon these rights all at the same time. The approach 
to convertibility must, of necessity, be a gradual one. 
The issue of a gradual approach to convertibility has 
been very much in discussion since our last meeting. No 
one has doubted that no such approach could be made 
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Woods. September 24, 1954 
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living, and at the same time to provide large resources § ,: 





for reconstruction and modernization. The real cause of 
postwar payments difficulties was the attempt of many 
countries to do more than they could. The difficulty of 
achieving internal stability was thus aggravated by in- 
flationary fiscal and credit policies. The difficulty of re- 
storing international balance was aggravated by over- 
valued exchange rates and an excessive faith in controls. 
And the international tensions which have developed in a 
way and to an extent which no one at Bretton Woods 
could have foreseen have still further complicated all the 
problems of economic adjustment. 



























In many countries the postwar payments difficulties Pi 
have now been brought reasonably well under control. § jis: 0, 
One favorable factor has been the striking increase in pro- § o¢ , 
duction. Another has been the fulfillment of the extra- J 44 
ordinary requirements for reconstruction and moderniza- § js gp 
tion. In some countries, there is still not enough domestic J j, }, 
and foreign capital for the investment that is being under- f yoy 
taken; but in many, domestic savings are now adequate § ,9jj ; 
or nearly adequate for investment needs. pel 

Sound financial policies have contributed strikingly to ]] infla 
the recent improvements in the world payments situa- hh 
tion. Stronger budgetary positions, stricter credit con- J ooo, 
trols, and more suitable exchange rates have made it § traq 
possible in many countries to restrain excessive demand § that 
and to place the economy on a competitive basis in world J som 
markets. Moreover, the United States, Canada, and other § rest 
countries, some of them confronted at the same time with per 
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aid, without which even these wise credit and exchange 
policies could not have been fully effective. Finally, high 
levels of income and favorable trade conditions in the 
United States and elsewhere have provided larger markets 
in which other countries could sell more exports to pay 
for their imports. 

The world economy is now, by and large, being placed 
on a sound basis. The volume of world trade is larger 
than before the war. Gold and foreign exchange reserves 
are being restored. Although many countries still have 
payments difficulties, the over-all payments of the rest of 
the world with the United States show a surplus. 

There are, however, uncertainties ahead. The need for 
security has imposed on many countries large defense 
budgets which make more difficult the attainment of 
economic stability and international balance. For the 
time being, U.S. aid is available in some countries to meet 
part of this burden. As such extraordinary assistance 
diminishes, these countries would be in a better position 
to pay their way if they could look forward to an ex- 
pansion of U.S. imports and of U.S. foreign investment. 


Convertibility problems 


Contemporary payments problems cannot be regarded 
as solved until the currencies of the great trading coun- 
tries are convertible, and until world trade is conducted 
with a minimum of restriction and discrimination. The 
importance of convertibility lies not so much in what it 
is as in what it does and in the basic policies implied in its 
adoption. Convertibility is not a favor conferred by one 
country on others. When national policies in harmony 
with the requirements of convertibility are adopted, all 
countries can share more fully the benefits of expanding 
world trade. Convertibility then becomes a powerful 
instrument for achieving internal stability, external bal- 
ance, increased production and trade, and higher stand- 
ards of living. 

In making its currency convertible, a country indicates 
its willingness to expose its trade to world-wide compe- 
tition. Such a country should buy its imports, regardless 
of origin and of the currency in which payments are 
made, exclusively on a price and quality basis. In turn, 
it should sell its exports on the same basis. The ability 
to buy in any market at the best prices will enable it to 
secure larger, better, and cheaper imports. The need to 
sell in all markets under competitive conditions will com- 
pel it to maintain productive efficiency and to avoid an 
inflation of costs. 


In a deep depression or in response to widespread 
economic dislocation, countries may seek to increase their 
trade or to check its decline by bilateral arrangements 
that create noncompetitive markets. It is possible to get 
some temporary respite from payments difficulties through 
restrictive trade and payments practices. But in a pros- 
perous world economy, where nearly $80 billion worth 


of goods are bought and sold annually by the free world, 


the case for maintaining restrictions and discriminations 
becomes steadily weaker. A strong world economy cannot 
be assured without convertibility in all the great trading 
countries. 

The full benefits associated with convertibility are con- 
tingent upon steady adherence to the same policies which 
in the first instance have made convertibility possible. If 
the trade of the dollar countries is then to expand, they 
must also expand their imports and their foreign invest- 
ments. In countries whose currencies were formerly in- 
convertible, a balanced expansion of trade will be possible 
only if their economic and financial policies permit ap- 
propriate responses to the international price mechanism. 

No one knows, as yet, when convertibility will be fur- 
ther extended by the great trading countries. The readi- 
ness of a country for convertibility may be indicated in 
a variety of ways. The market view will be particularly 
influenced by the existence of a surplus in its international 
payments and by quotations for its currency in free mar- 
kets which are close to the official rate. But convertibility 
is not a policy that can be adopted one day and abandoned 
the next. The care with which governments have been 
preparing the way and are moving step by step toward 
convertibility justifies the expectation that, when in due 
course it is achieved, it can be effectively maintained. 

In 1953 slightly less than half the trade of the free 
world was on a convertible currency basis. When sterling 
becomes convertible, this proportion will be more than 
three fourths. I hope that several other European cur- 
rencies will become convertible with sterling, so that an 
even larger proportion of world trade will be conducted on 
that basis. The wider the area within which trade in 
convertible currencies is extended, the simpler will be 
the task of establishing and maintaining convertibility. 

Remarkable progress has been made in recent years in 
checking the inflationary trends which worked so much 
havoc in the early postwar years and in expanding produc- 
tion for export at competitive prices. If convertibility 
is to be maintained, vigilance in these fields must not be 
relaxed. A country that wants convertibility must also 
eventually abandon the discriminations it has imposed 
on imports from convertible currency countries. The step- 
by-step reduction of discrimination which many countries 
have already begun is an effective means of ensuring that 
the economy will not be subjected to any severe shock. 

It cannot be expected that all countries establishing con- 
vertibility will be able immediately to get rid of all their 
exchange restrictions and discriminations. The Fund will 
have to agree with each such country the restrictions 
which it may be appropriate to maintain in the circum- 
stances of the time. Methods will also have to be devised 
for subsequent further relaxations of these temporary 
restrictions. Practical means will have to be worked out 
for administering the use of restrictions to meet such 
urgent payments problems as cannot be promptly or 
effectively dealt with in other ways. The Fund will also 





still be concerned with restrictions and discriminations in 
countries whose currencies remain inconvertible. It is 
essential that a country which adopts convertibility should 
not then be confronted by further discrimination else- 
where which could seriously weaken its capacity to main- 
tain convertibility. 

Stand-bys for convertibility 

No one can predict the strains to which a currency may 
be subjected after it has been made convertible. In some 
instances the impact may be large but will subside quick- 
ly. In other circumstances the strains on a country’s 
payments may be moderate but persist for some time. 
Some countries already have reserves large enough, or 
almost large enough, to meet these unpredictable pres- 
sures. In others, reserves may not at present be quite 
sufficient to give the confidence that is essential if con- 
vertibility is to be firmly established. 

The Fund’s resources are intended to be a second line 
of reserves for its members. Protection against undue 
pressure following upon the adoption of convertibility is 
obviously a purpose which it is proper to serve by allow- 
ing members that need it to draw upon the Fund. Our re- 
sources in gold and convertible currency are considerable, 
and they should go far to meet eventualities which may 
reasonably be expected. In recent years we have adopted 
new techniques and clarified our policies on transactions 
with a view to meeting the needs of members. Members 
are given the overwhelming benefit of the doubt on all 
transactions within what we call the “gold tranche”, that 
is, the amount of their subscriptions paid to the Fund in 
gold. Members in a position to draw on the Fund may 
get stand-by arrangements which assure them of drawings 
up to a stated amount during a specified period. In 
making these arrangements, the Fund will be guided by 
a consideration of the general situation at the time of the 
stand-by. It is not bound by any hard and fast formula. 
With each country, arrangements will have to be made 
which are suitable to its own problems and needs. No 
commitment will be undertaken by the Fund which it will 
not be able to discharge. And while large stand-bys will 
temporarily reduce the liquidity of the Fund, this 
will not be allowed to hamper the Fund’s ordinary oper- 
ations with members that undertake convertibility without 
stand-bys, or with members that for the time being re- 
main inconvertible. 


Development with stability 


I have said a good deal about convertibility. Many of 
our members are, however, confronted by other problems 
which are equally important. The attainment of inter- 
national balance is as necessary for the less developed 
countries as for the industrial countries. For the under- 
developed countries, the solution of their payments prob- 
lems depends upon the adoption of policies that will 
ensure steady development without sacrificing stability. 

Many of these countries have increasingly come to real- 
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ize that, in attempting rapid development through the 
use of inflationary methods, a point is soon reached when 
inflation makes no contribution to constructive invest. 
ment and becomes instead a positive hindrance to bal- 
anced development. The social and economic harmony 
necessary for progress is undermined by economic meas. 
ures that penalize thrift, encourage speculation, and 
through windfall profits lead to large-scale income trans- 
fers. The underdeveloped countries need development; 
they are more and more coming to understand that they 
will be disappointed in their efforts to get it except in an 
environment of stability that encourages savings at home 
and an inflow of capital from abroad. Governments must 
take much of the responsibility for establishing such an 
environment. But they will also need the support of far- 
sighted policies on the part of businessmen and of wage 
earners. 

The Fund is glad to help its members in an examina- 
tion of their individual problems and of the concrete 
measures necessary to maintain stability in the course of 
development. Its resources have been, and will be, avail- 
able on the same basis to underdeveloped and to developed 
countries. Stand-by arrangements have, for example, 
been concluded with Mexico and Peru, and in recent 
years we have had transactions with Brazil, Turkey, and 
other members with similar problems. In relation to all 
its members, the Fund will, of course, have the same con- 
cern with domestic stability and international balance. 


Transactions of the Fund 


During the past two years there seems to have been an 
increase of confidence in the Fund. This attitude among 
our members is encouraging to all of us. In part it arises 
from the increasing activity of the Fund in recent years. 
In the calendar year 1953, the Fund sold various cur- 
rencies to the amount of $230 million, the largest in any 
year since 1947, when the critical conditions preceding 
the Marshall Plan forced many members to draw on the 
Fund. Nearly three quarters of the 1953 transactions were 
in currencies other than the U.S. dollar—mainly in ster- 
ling, but one also in deutsche marks. This shows that the 
Fund’s role already extends further than the provision of 
marginal amounts of dollars to members pressed to meet 
their dollar payments. Some transactions during the last 
year have also shown the Fund’s willingness, in suitable 
circumstances, to make effective use of the waiver provi- 
sions in its Articles of Agreement. More recently, the 
volume of transactions has declined, because of the gener- 
ally stronger payments position of most members. In 
1954 we have, however, already made two stand-by agree- 
ments. 

Repayments in 1953 were much larger than in any 
previous year of the Fund’s history. Members repur- 
chased from the Fund $167 million of their own cur- 
rencies, making payment in gold or U.S. dollars. In 1954 
further repurchases of nearly $200 million have again 
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considerably reduced the net indebtedness of members to 
the Fund. The proportion of the Fund’s resources held 
in gold or hard currencies has thus been rising during the 
past few years. 

The previous transactions of members have also been 
liquidated by means other than direct repurchase. When- 
ever the Fund sells the currency of a member that it has 
acquired in a previous transaction, the indebtedness of 
that member to the Fund is to that extent liquidated. In 
1953 sales of currencies acquired in previous transactions 
amounted to $158 million. 

The importance of these transactions is not to be judged 
merely by their volume. They are more significant as 
showing that members understand clearly the proper use 
of Fund resources. Of our exchange transactions amount- 
ing to about $1,165 million, about $740 million has al- 
ready been repaid, either through repurchases or through 
the resale of currency acquired previously by the Fund. 























































































































Relations with members 











When countries were overwhelmed by their postwar 
economic problems, there was a widespread feeling that 
they were helpless in dealing with their payments prob- 
lem, that its origin lay in forces beyond their control, 
and that a solution could be found only in the action of 
others. The impact made by the outside world is of 











































This is sixth of the Annual Meetings of the Board of 
Governors that I have had the honor to address, and I am 
glad to have yet another opportunity of meeting so many 
old friends again at the Bank’s headquarters here in 
Washington. I am particularly happy to greet two new 
member countries, Indonesia and Israel, both of whom 
have joined us since we last met. We look forward not 
only to the formal deliberations of this Annual Meeting 
but also to the renewal of personal contact with the 
Governors that has proved so rewarding in the past. We 
greatly value the opportunity which discussion, formal 
and informal, gives us to evaluate the Bank’s work, and to 
exchange and develop new ideas that can be translated 


into action in the performance of the Bank’s day-to-day 
tasks. 






















































Let me say a special word of welcome to our guests. We 
are favored at this meeting by the attendance of many 
distinguished private citizens of our host country and of 
16 other countries in both hemispheres. I hope these few 
days will give our guests the opportunity to meet each 
other and to compare notes on matters of common in- 
terest, as well as to acquaint themselves with the affairs 


of the Bank. 
In its eighth full year of operations, the Bank has con- 
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course important, but the remarkable change in the past 
few years in the world payments situation has also shown 
how much can be achieved by the initiative of countries 
determined to deal directly with their own problems. 


The great lesson of the last few years is that in a pros- 
perous world economy the first condition for the solution 
of a country’s international payments problem is the use 
of appropriate financial policies. Those members that 
have learned this lesson have grown in confidence in 
themselves. We hope that the Fund has had some part 
in alerting our members to the importance of appropriate 
policies. We hope that its technical and financial as- 
sistance will continue to be a positive influence in en- 
couraging all our members to meet their problems through 
constructive policies directed toward domestic stability 
and international balance. 

The Annual Meeting of the Fund provides an occasion 
for extensive consultation, not only between our members 
and the officials of the Fund, but also directly between 
members. We feel a deep appreciation toward all of you 
who, though engaged in important duties, have come long 
distances to participate in this discussion of the Fund’s 
business, and we look forward to the opportunity of 
discussing with you the problems that we have in common. 


September 24, 1954 


tinued to be a growing institution. The statistics in which 
we customarily summarize our activities are still moving 
along upward curves. I should like to mention a few 
of these figures quickly: 

Our Annual Report shows more loans—26—and a 
greater amount of lending—the equivalent of some $324 
million—than in any other fiscal year. Since the end of 
the fiscal year, we have maintained that pace and a little 
better, with $90 million more of lending. Our gross total 
of loan commitments, since the beginning of operations, 
now amounts to something over $2 billion. 

Disbursements on loans, at $302 million in the past 
fiscal year, moved faster than at any time since the excep- 
tional requirements of the reconstruction loans made in 
1947. Disbursements repayable in currencies other than 
U.S. dollars, equivalent to $82 million, were markedly 
higher than in any preceding year. 

It was the Bank’s most active year of borrowing. In the 
12 months since the last Governor’s Meeting, we have sald 
eight issues of bonds in various currencies amounting to 
nearly $300 million. 

The Bank has continued, at the request of member 
countries, to give advice on forward steps in develop- 
ment—particularly on the formulation of development 
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programs and on the mobilization of local capital. Three 
general survey missions were organized during the year 
to draw up program recommendations: one to Nigeria, 
headed by Mr. Broches, a senior member of the Bank’s 
staff; one to Malaya and Singapore, for which we were 
fortunate enough to have the services of Sir Louis Chick 
as Chief of the Mission; and one to Syria, under the dis- 
tinguished leadership of our good friend, a former Gov- 
ernor of the Bank, Dr. Pieter Lieftinck. The report of 
the mission to Nigeria was made available earlier this 
week, in Lagos and Washington; and the other reports 
of these missions are nearing completion. 


Two features of the Bank’s operations during the year 
seem to me to be particularly significant and encouraging. 
The Bank was established, among other things, to mobilize 
capital on an international basis, and to do it in close 
cooperation with private capital. We have done both with 
increasing success. 


Most of our lending during the year was based on 
funds raised in the private market. This, of course, was 
not new: the Bank’s bonds for some time have served 
as one of the chief means whereby private loan capital is 
deployed internationally. 


What was new, however, was the scale on which the 
Bank was able to put portions of its loans into private 
hands. We lent, as I have mentioned, $324 million during 


the year. At the same time, we had sales from our port- 
folio and direct participations by private investors in 
new loans amounting to more than $34 million. 


One striking fact about these transactions was that, 
in nearly 80 per cent of them, the other investors as- 
sumed the risk, without any guarantee by the Bank. A 
second striking fact was that participations—all without 
Bank guarantee—were enlisted in five of our seven most 
recent loans. I think that it is safe to say that private 
participations, rare in preceding years, will become a 
continuous part of the Bank’s operations from now on. 


A still more conspicuous development during the year 
was the increasing internationalization of the Bank’s finan- 
cial resources. The operations of the Bank, in the be- 
ginning, were inevitably based on dollars drawn from the 
U.S. capital subscription and from the capital market 
in the United States. From this base—which is still, 
and for some time must continue to be, our most im- 
portant base—we took important forward steps in 1951, 
when we sold our first public offering of non-dollar 
bonds in the United Kingdom, and in 1952, when the 
whole of the original Canadian dollar subscription to our 
capital became available for lending. 


At our Annual Meeting in 1953, I was able to report 
that the European members of the Bank were releasing 
their currencies to us in encouraging amounts. Now I 
can report a like development in the Bank’s access to 
capital markets outside the United States. 


Of the eight bond issues I mentioned a moment ago, 
three were sold for U.S. dollars; but investors outside the 
United States took up nearly half the amount offered— 
more than $100 million of a total of $225 million. Our 
most recent issue, a $50 million placement of five-year 
21% per cent bonds concluded earlier this week, was a 
U.S. dollar issue sold entirely outside the United States. 
Subscriptions amounting to approximately $78 million 
were received for these bonds and allocations made to 
investors in 23 different countries. Bonds of this issue 
traded yesterday in New York at 101, a full point premi- 
um over the issue price. Five other offerings, during the 
twelve months, were sold for currencies other than U.S. 
dollars: one issue for Canadian dollars, two for Swiss 
francs, one for sterling, and one for Netherlands guilders, 
which was our first issue in that currency. 


Of all Bank bonds sold in the last 12 months, investors 
outside the United States have bought three fifths. And 
of every $1 million which the Bank has had available for 
lending since the beginning of its operations, $400,000 
has now originated outside the United States. 


+ * * 


These important developments in the operations of the 
Bank are symptomatic of the improvement in world 
production and trade during the last five years, especi- 
ally in Europe. With some regrettable exceptions, finan- 
cial stability has largely been achieved. The debilitating 
effects of inflation, both on the balance of payments and 
in distorting patterns of production, have largely been 
eliminated. The complex and uneconomic system of bi- 
lateral payments agreements and of barter arrangements 
is being dismembered. The dollar problem, if not finally 
solved, seems to be coming under control. 


The Netherlands is an outstanding example of the ex- 
tent of the improvement in the economic position of our 
European members. The Bank’s second largest loan was 
granted to the Netherlands in 1947 to aid in its recon- 
struction. Since then, the Dutch position has so improved 
that the Government has been able to agree to the release 
to us of 100 million guilders from the Dutch capital 
subscription, as well as to the flotation by the Bank 
of a 40 million guilder bond issue in the Dutch capital 
markets. Recently the Netherlands Government has also 
made prepayments on the 1947 loan amounting to $52.5 
million. 


I would like also to call your attention to the case of 
Austria. After the end of the war, Austria was beset by 
difficulties, not of her own making, which were discourag- 
ing to any foreign investor. In 1949 she needed almost 
$200 million in foreign aid to cover her external deficit; 
but today she has achieved equilibrium in her balance of 
payments. In July the Bank made its first loan to Austria 
and this loan, incidentally, is another illustration of how 
the improvement in Europe’s economic position has af- 
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fected the Bank’s operations. The loan will be disbursed 
entirely in European currencies, largely in Italian lire, 
Dutch guilders, and Swiss francs, and it is the seventh 
of the Bank’s loans to be disbursed entirely in currencies 
other than dollars. 


These are examples of encouraging progress. Especially 
during the past two years, our European members have 
more and more resumed their role of exporters of capital 
to the world. They are once again able to produce and 
finance their share of the capital equipment needed to 
hasten the development of other countries. The Bank 
welcomes this greater availability of credit and, to the 
extent that private capital cannot directly meet the needs, 
we expect to play our full part in promoting this increased 
flow of capital into the channels where it will do the most 
good. 


The Bank itself has large amounts of member curren- 
cies which so far have been wholly or partly inconvertible 
and therefore of limited use to us. Let me repeat what 
I have said so often, that I consider the liberal release 
of these currencies to be of extreme importance. I want 
to add now that I believe that the time has come when 
the conditions attached to the Bank’s use of these cur- 
rencies should be reviewed and relaxed to the greatest 
extent possible. The Bank, as well as the Fund, has a 
vital interest in all evidence of progress toward con- 
vertibility because it is at the same time the promise of 
further expansion of long-term investment in development. 

Some of the currencies we need will come, I hope, from 
the greater availability, without restriction, of the capital 
subscriptions of member countries. We will also go on 
raising capital by issues of our bonds. 


There is still another way in which we may utilize these 
capital resources. It is entirely natural that, in a world 
in which financial equilibrium has been disturbed for a 
long time, the confidence of investors returns only gradu- 
ally and that capital is therefore lent at short term. We 
offer a vehicle for capital of this kind in the form of 
loan participations and sales of our borrowers’ securities 
from our portfolio; and, as I mentioned some moments 
ago, these activities are increasing rapidly. If private 
funds are still hesitant about undertaking long-term 
commitments, loan participations can be arranged with 
such funds taking short- and medium-term maturities, 
while the Bank itself will take the long maturities. 


+ * * 


We must, at this stage of the world’s recovery, I think, 
remember the consequence of what happened in the 1920's 
and, bearing that example in mind, we must realize that 
the growth of credit brings its own problems. As the 
availability of capital and capital equipment has risen, 
we have passed from a sellers’ to a buyers’ market, and 
a competitive race is developing among suppliers all 
round the world. This takes the form not only of com- 
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petition in terms of price, quality, and delivery date but 
also competition in the offer of medium-term suppliers’ 
credits. The Bank does not know—nor, I think, does 
anyone know—the exact volume of credits of this kind 
now outstanding. But, as one positive measure toward 
meeting the situation, I plan to explore the possibility 
of establishing an information service which would cen- 
tralize all available data on the total volume of suppliers’ 
credits outstanding. 

Suppliers’ credits, I need hardly say, are an appro- 
priate type of international financing when applied to the 
proper transactions. But they can be misused and over- 
used, and there is some disturbing evidence that this is 
happening—too much credit given, under the pressure 
of competition, sometimes on inappropriate terms and 
for the wrong purposes. 

The situation, in my view, is becoming serious. The 
danger is that bad credit will drive out good, and tend to 
bring international investment back into disrepute—and 
this at a time when the world is still negotiating adjust- 
ments of debts incurred during that earlier period of 
excessive borrowing, over-eager lending, and mis- 
investment to which I referred just now. 

Suppliers’ credits can serve a useful purpose in financ- 
ing the normal, short-term flow of imports or in financing 
investment projects which can pay their way within the 
term for which the credit is given. But, although the 
availability of these credits may seem to present an op- 
portunity to speed the rate of development, there is a 
risk that the use of short-term finance may be pressed 
beyond these limits. When this happens the result is 
likely to be unfortunate. 

Nor can the balance of payments aspects of these trans- 
actions be overlooked. Experience teaches us that it is 
imprudent to count on a steady flow of capital year after 
year. Reliance on suppliers’ credits, indeed, in general 
means reliance on something particularly volatile. The 
importing country may run into payments difficulties that 
check further investment from outside. The exporting 
countries themselves may experience payments difficulties 
that force them to insist on cash payment. Or a boom in 
the world or home market may make it possible to sell 
for cash and reduce the need to extend credit. There is 
the risk, in other words, that the borrower may have 
raised his rate of investment only to find that he must 
later make, perhaps, a drastic cutback and that what was 
looked forward to as a period of sustained economic 


advance may end as a period of stagnation or, even, of 
retrogression. 


The manner in which suppliers’ credits are offered, 
moreover, sometimes results in projects being undertaken 
which are far from the highest priority in developmental 
needs. The exporting country wishes to boost its exports 
and therefore offers credit for financing a project using 
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its equipment. The manufacturing supplier of equip- 
ment naturally welcomes any opportunity to increase his 
sales, and he can certainly not be blamed if he takes ad- 
vantage of whatever credit facilities may be made avail- 
able. And the importing country may feel that the credit, 
being available, should be accepted even if not for the 
most useful of purposes or on the best of terms and even 
if, as often happens, under these arrangements a higher 
price for the goods must be paid. This is contrary to the 
interests of the importing country and may result in 
slower rather than faster development. 

Long-term capital funds represent, in general, the most 
appropriate method of financing development projects 
which require heavy capital equipment, from the point 
of view both of the nature of the projects themselves and 
of the impact on the borrowing country’s balance of pay- 
ments. But any potential long-term investor—and not 
only the International Bank—must take into account the 
total external debt burden of the borrowing country. So 
an excessive use of short- or medium-term credit must 
necessarily diminish a country’s access to long-term capi- 
tal funds. In short, the indiscriminate use of credit of 
this kind may increase the costs of development, may 
interrupt the continuity of effort, may upset the balance 
of investment, and may make the goals of investment 
harder, and not easier, to reach. 


a * * 


The increase in competition in suppliers’ credits also 
has its dangers for the exporting countries. Suppliers’ 
credits are usually financed only in minor part by the 
suppliers themselves. Most of the industrial nations— 
and I include not only European countries but the United 
States, Canada, and Japan—now have one or both types 
of official institutions to give financial aid to exports. One 
type finances the export of capital goods; the other, with- 
out supplying capital, underwrites the risk. These sup- 
pliers’ credits are usually made largely at the ultimate 
risk of the government of the exporting country. 

I would like to make clear, of course, that I am not 
talking primarily about the flow of private investment 
capital. If the supplier were venturing more of his own 
capital, he would necessarily have to be more concerned 
with the financial soundness of the investment and with 
the creditworthiness of the country. But the result of the 
suppliers’ relative freedom from risk is that he is con- 
stantly entreating his own government to grant more 
liberal credit facilities. In each of the exporting countries, 
governments hear the complaint that other governments 
are being more liberal. So a race is developing, a race 
in which none of the competitors can win because the 
faster each one goes, the faster all the others go. 

Indeed, we are approaching a situation about which a 
warning was sounded ten years ago at Bretton Woods. 
The spokesman of one of the delegations there pointed 
to the danger, saying that, in a time of pressure for ex- 
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ports, “countries would embark on bilateral credit ar- 
rangements no doubt linked with deals relating to the 
purchase and sale of goods; and as soon as certain coun- 
tries began to adopt this course others would find that 
they had to follow suit to protect their trade interests. 
It is difficult,” the spokesman went on to say, “to imagine 
a more fruitful source of international dissension than a 
competitive trade and credit expansion program of this 
character.” 
* ” * 

I certainly do not wish my remarks about the dangers 
inherent in an undiscriminating use of credit to be in- 
terpreted as a warning against a sound increase in credit 
accompanying a healthy expansion of international in- 
vestment, particularly in the private sector. At the mo- 
ment, I am happy to say, the world is enjoying relatively 
prosperous conditions of high employment and trade and 
the total volume of international credit is probably still 
expanding. But if these conditions are to continue and 
if the flow of international trade and investment is to 
reflect a growing and dynamic world economy, the world’s 
trade policies will need to be liberalized. Last year I 
said that “merely to refrain from reversing the downward 
trend in United States import tariffs over the last two de- 
cades would not be enough to put international trade on 
an even keel,” and that there was need for a further 
reduction in the obstacles to imports. I share the dis- 
appointment of many of you that the U.S. Government 
did not find it possible to put into effect this year the 
trade liberalization features of its foreign economic poli- 
cies, and I welcome the President of the United States’ 
recent statement that it is his intention to give high 
priority to them in next year’s legislative program. 


a * * 


The first of the Annual Meetings at which I had the 
honor of addressing the Governors was just five years ago 
I hope the Governors will forgive me if, as one privileged 
witness of some of the events of the past five years, I end 
these remarks briefly with a personal and impressionistic 
retrospect. 

In 1949, the ruins of war were still apparent in Europe. 
Famine was abroad in some parts of the world and the 
threat of it was only thinly veiled in others. Reconstruc- 
tion was far from complete; the organized attack on de- 
velopment problems, evident in many countries now, had 
scarcely begun at that time. 

The contrast today, as we all know but perhaps too sel- 
dom remember, is quite remarkable. The facts about 
recovery in Europe are too familiar to need repetition; let 
me remark only on the obvious: that the revival of pro- 
duction there has been a major factor in the exchange 
of goods throughout the world at a rate never before 
experienced. 

Advances in the underdeveloped countries have been 
harder to observe—if for no other reason than that those 
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countries extend over so much of the earth—and the 
advances have in any case been uneven. But to me they 
are a source of immense encouragement. 


The process of economic development is not easy to 
set in full motion, involving as it does a host of technical 
skills and a complex of behavior patterns, that took cen- 
turies to evolve, in the industrial world of today. Yet the 
process is accelerating. 


If we had a magic carpet here this morning to take us 
around the globe, I think we would be struck by the many 
evidences of this progress. We would see tractors working 
on land that before had only known the bullock, and 
we would see small factories working where industry had 
never appeared before. We would see truck roads re- 
placing donkey and camel trails and new farms being 
cleared along these roads. In the mountains, we would 
see streams being harnessed to produce energy; and, in 
the deserts, hundreds of miles of pipe bringing natural 
gas to productive use. Down in the villages, we would 
see grain being milled by machinery, instead of being 
pounded out by hand, and electric light replacing the 
oil lamp. 

Let me give you one illustration of what I am talking 
about. This concerns one of our loans to the Federal 
Electricity Commission in Mexico—and the installation of 
a small diesel power plant of only 600 kilowatts generating 
capacity. We financed the installation of this plant in 
the rural town of Tecuala, in Mexico’s west coast area. 
In three years’ time, with this small diesel plant, here 
are some of the results: Industrial users of electricity in 
Tecuala have risen from just 3 to 33; the town has ac- 
quired a public library, a daily newspaper, a radio station, 
and a night school; Tecuala’s population has trebled, 
and the number of students in its schools has increased 


Extension of Mexican Stand-by Agreement with Fund 


The International Monetary Fund, upon the request of 
the Government of Mexico, has extended Mexico’s present 
stand-by agreement with the Fund for one year beyond 
October 16, 1954. The arrangement permits the Govern- 
ment of Mexico to purchase up to $50 million from the 
Fund with Mexican pesos, on a revolving basis. In April 
1954, the Mexican Government purchased $22.5 million 
from the Fund, an amount equivalent to the portion of 
Mexico’s subscription to the Fund which was paid in gold. 
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sevenfold. The municipal hospital has installed refriger- 
ators and a modern fluoroscope—the only one within a 
radius of 60 miles. The mayor of the town recently said: 
“I have witnessed our emergence from the dark ages into 
an age of light.” 


Now, as I have said, the advance has been uneven. In 
some areas it has not occurred at all, and in others the 
gains have as yet been meager. And we must remember, 
as one of the Governors well said here a year ago, that 
we are faced today by a revolution of expectancy. 


In many parts of the world, people are less and less 
content to live in the past or to think in the past. The 
way to deal with a revolution of expectancy is to turn 
it into a revolution of achievement and progress. It is 
in this kind of revolution that the Bank can see itself 
playing a part. In the Annual Report before you, you 
will find the full range of the Bank’s interests displayed— 
from the mobilization of capital, internally and interna- 
tionally, to the application of capital to bring about new 
production and trade. Indeed, in this Report, you can 
survey our technical and financial assistance to develop- 
ment institutions in many countries, to the construction 
of electric power capacity of something over three million 
kilowatts, to the improvement of some millions of acres 
of farm lands, to the improvement of the services on 
railways in a dozen countries on five continents. 


By comparison with what usefully can be done, these 
figures are modest enough, and I have no illusions about 
the magnitude and the difficulty of the tasks that face 
our member countries and the Bank. What I do have is 
evidence that convinces me, more than ever, that these 
tasks can be accomplished, and that the revolution of 
achievement can be won. 


September 25, 1954 


Fund Executive Director 


The Rt. Hon. Viscount Harcourt has been appointed as 
United Kingdom Executive Director of the Fund to suc- 
ceed Mr. D. H. F. Rickett, effective October 1, 1954. Lord 
Harcourt will also serve as financial adviser to the U.K. 
Embassy in Washington, with the rank of Economic 
Minister, and as Executive Director of the International 
Bank for Reconstruction and Development. He was pre- 
viously a managing director of the London banking house, 
Morgan Grenfell & Co., Limited. 
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